REPORT OF THE AUDITOR-GENERAL TO THE MEMBERS OF THE 
COUNCIL ON THE FINANCIAL STATEMENTS OF DITSOBOTLA LOCAL 
MUNICIPALITY FOR THE YEAR ENDED 30 JUNE 2006 


1. AUDIT ASSIGNMENT 

The financial statements as set out on pages ... to ..., for the year ended 
30 June 2006, have been audited in terms of section 188 of the Constitution of 
the Republic of South Africa, 1996 (Act No. 108 of 1996), read with sections 4 
and 20 of the Public Audit Act, 2004 (Act. No. 25 of 2004) and section 126 (3) of 
the Municipal Finance Management Act, 2003 (Act No. 56 of 2003) (MFMA). 
These financial statements are the responsibility of the municipal manager. My 
responsibility is to express an opinion on these financial statements, based on the 
audit. 

2. SCOPE 

The audit was conducted in accordance with the International Standards of 
Auditing read with General Notice 1512 of 2006, issued in Government Gazette 
no. 29326 of 27 October 2006. Those standards require that I plan and perform 
the audit to obtain reasonable assurance that the financial statements are free of 
material misstatement. 

An audit includes: 

• examining, on a test basis, evidence supporting the amounts and disclosures 
in the financial statements, 

• assessing the accounting principles used and significant estimates made by 
management, and 

• evaluating the overall financial statement presentation. 


3. BASIS OF ACCOUNTING 

The municipality's policy is to prepare the financial statements on the entity 
specific basis of accounting as described in note 1 of the accounting policies to 
the financial statements. 


4. QUALIFICATION 


4.1 Opening balances 


It was not possible to verify the accuracy of the opening balances because of the 
impact of prior year qualifications and limitation of scope. The necessary audit 
adjustments were not effected and the appropriate documentation could 
subsequently not be supplied. 


Comment [Sl]: This is very broad 
statement. And I am not sure why this was 
not possible to do and what was the 
limitation of scope that was experienced? 
This paragraph is inadequate. 


1 



4.2 


Revenue 


4.2.1 Completeness, accuracy and validity 

As a result of the under-mentioned deficiencies, I could not establish the 
completeness, accuracy and validity of revenue disclosed as R97 million in the 
financial statements: 

4.2. 1.1 In terms of section 10G(6)(b) of the Local Government Transition Act, 
1993 (Act 209 of 1993) as amended, valuations on property should be performed 
every four (4) years. The valuation was performed but not captured and the last 
valuations captured were in March 2002, as a result revenue has been 
understated. 

4. 2. 1.2 Receipts amounting to R8.8 million were not recorded in the accounting 
records. 

4. 2. 1.3 An unreconciled difference of R5.1 million between schedule 3 of the 
Division of Revenue Act, 2005 (Act No.l of 2005) (DORA) and the amount 
according to the financial statements, in respect of the equitable share, was 
identified at year-end. 

4.2. 1.4 Sewerage points on erven could not be provided for audit purposes. As 
a result it was not possible to determine the accuracy of amounts billed to 
debtors and the amount of R2.9 million included as income. 

4. 2. 1.5 Improvements on household properties were not valued timeously; 
therefore rates on those properties were not updated. 

4. 2. 1.6 Applications that were made for rezoning which were approved by 
council were not changed on the accounting system. 

4.2. 1.7 No register was kept for deposits and hall rentals. 

4.2. 1.8 Furthermore, the calculation of the distribution loss of the water and 
electricity services could not be submitted for audit purposes. 

4.2.2 Collection costs 

The municipality utilises the services of a debt collector who is remunerated on a 
commission basis. However, commission is also paid to the service provider for 
regular paying ratepayers. The over-paid commission is therefore regarded as 
fruitless and wasteful expenditure. 


4.3 Salaries and wages 

A material unreconciled difference amounting to R5.5 million existed between the 
payroll register/system balance and the amount disclosed as salaries, wages and 
allowances in the financial statements, and therefore the figure reflected in the 
financial statements is misstated. 


Comment [S2]: You need to relate this 
to the impact on the revenue. 


Comment [S3]: Receipts effect debtors 
not revenue, it should be invoiced amounts 
that are taken into consideration. 


Comment [S4]: It is difficult to follow 
from sewerage points to amounts billed and 
surely there were alternative procedures 
that could be performed. 

Comment [S5]: Did we quantify the 
araount lost? 

Comment [S6]: See previous comment 


Comment [S7]: What is the impact on 
revenue? And is this not F&W expenditure 
or fraud ? 


Comment [S8]: What is the impact on 
the AFS? 
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4.4 Expenditure 


4.4.1 A detailed break-down list in respect of capital charges and amounts 
charged, to the value of Rl.l million and R0.2 million respectively, could not be 
provided. 

4.4.2 Lease agreements amounting R14 million could not be submitted. 

4.4.3 Various misallocations amounting to R0.4 million were noted. 

4.5 Fixed assets 

The existence, rights and obligations, completeness, valuation and allocation, 
classification and disclosure of fixed assets to the value of RIO million could not 
be confirmed due to the following: 

4.5.1 Additions amounting to R1.4 million of which details could not be 
supplied were not recorded in the financial statements and fixed assets register. 
Moreover, the said amount was not budgeted for. 

4.5.2 The asset register submitted for audit purposes was not adequate, as it 
did not contain all the required information with regard to supplier, make, model, 
model number, date acquired, purchase price, etc. 

4.5.3 Not all the assets were bar-coded, and some of the assets were found in 
a different location to that indicated in the register. 

4.5.4 An asset count for the year under review was not performed. 

4.5.5 A list of all projects undertaken could not be provided for audit purposes, 
as a result it could not be confirmed that all capital projects were capitalised. 

4.5.6 No asset reconciliation was performed. 


4.6 Investments 

The validity and accuracy of the investment amounting to R47 million could not 
be confirmed as a result of the under-mentioned deficiencies: 

4.6.1 An investment policy could not be submitted. 

4.6.2 An investment register was not maintained. 

4.6.3 A break-down and supporting documentation for R2.3 million in respect 
of withdrawals could not be submitted. 


Comment [S9]: And the impact on fixed 
assets was that????? 
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4.6.4 A break-down and supporting documentation for R9.2 million in respect 
of investments could not be submitted. 

4.6.5 Supporting documentation in respect of R19 million for investments in 
trust and partnerships could not be submitted. 


4.7 Debtors 

I could not confirm the existence, completeness, valuation and allocation, 
classification and disclosure of debtors amounting to R68 million as disclosed in 
the financial statements due to the following deficiencies, which serve as 
examples only: 

4.7.1 The breakdown as well as supporting documentation for an amount of 
R28 million included in the above figure could not be submitted. 

4.7.2 Debtors to the value of R17 million were written off. Detailed 
transactions to validate the write-off could not be verified. 

4.7.3 The provision for irrecoverable debts amounted to R16.8 million is 
considered to be inadequate as debtors outstanding for more that 120 days 
amounted to R45 million, Moreover the municipality could not supply the basis of 
calculation in respect of provision for bad debts. 

4.7.4 This indicates that the measures implemented to recover outstanding 
debts were inadequate, with the resulting negative impact on the cash flow 
position of the council. 

4.7.5 Various differences were identified in respect of the general ledger and 
age-analysis. 

4.7.6 The municipality does not have a service level agreement with the 
service providers. 

4.8 Funds and reserves 

4.8.1 Funds and reserves were not supported by cash and investments, since 
funds and reserves exceed cash and investments by R10.5 million 

4.8.2 Furthermore the contributions to the Capital Reserve Funds of Rl,6 
million and expenditure have been overstated by R845 761. 

4.8.3 Supporting documentation as well as the supporting documentation in 
respect of Non distributable reserve amounting to R12.6 million could not be 


Cominent [SIO]: Were there no 
alternative procedures for all these issues? 


[ Comment [Sll]: Correct asseitions? 


Comment [S12]: You need to establish 
what a reasonable provision would be based 
on un-recovered debts in the pats. It is not 
just the number of months outstanding. 
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submitted. Moreover the said balance remained un-changed for the past few 
years. 

4.8.4 Movement of R0.3 million in respect of Land Trust Fund could not be 
explained. 

4.9 Creditors 

The supporting documentation and detailed breakdown of an amount of 
R36 million in respect of accruals could not be submitted. 


4.10 Cash and bank 

4.10.1 A material unreconciled difference amounting to R26 million existed 
between the cashbook balance and the amount disclosed as cash and bank in 
the financial statements. 

4.10.2 The municipality did not comply with section 45(3) and 70(2) of the 
MFMA. 

4.10.3 Various disclosure discrepancies amounting to R5.8 million were noted. 


4.11 Value-added tax (VAT) 


4.11.1 A material unreconciled difference amounting to R5 904 610 existed 
between the balance of VAT returns and the amount disclosed as VAT payable in 
the financial statements. 


Comment [S13]: Payable or receivable? 
Is this not fraud? 


4.11.2 Uncertainty exists as to the rights and obligations and completeness of 
the VAT payable amounting to R8 million as various discrepancies were 
identified in respect of VAT input claimed and output declared. 


4.12 Inventory 


Control and management of inventory were not adequate, as records pertaining 
to inventory movement and reconciliations were not kept for the financial year. 
The existence, rights and obligations, completeness, valuation and allocation, 
classification and disclosure of inventory to the value of R1.5million could not be 
verified. 


Comment [S14]: Is this material and 
should it not be qualification? 
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4.13 Cash flow statements 


The shortcomings listed hereunder were identified in relation to the cash flow 
statement: 

4.13.1 Prior year figures of R230 486 in the cash flow statement do not agree to 
the figures in note 20 amounting to R220 486. 

4.13.2 An amount of R95 000 of investments in fixed assets as per cash flow 
statement does not agree to note 4. 

4.13.3 The municipality could not provide a detailed breakdown and supporting 
documentation of the prior year adjustment in respect of operating transactions 
amounting to R33.9 million which should not have been included in the cash flow 
statement. 

4.13.4 The decrease in cash was incorrectly disclosed in the cash flow 
statement as an increase. The same mistake was made in note 22. 

4.13.5 The increase in current liabilities amounting to R4 million (other/town 
development suspense) was not taken into account in the cash flow statement. 
There is also no note for the increase in current liabilities. 


4.14 Long-term liabilities 

4.14.1 A detailed break-down of R5.5 million in respect of the short-term portion 
could not be provided. 

4.14.2 Journals amounting to R12 million could not be provided. 

4.15 Town development suspense account 

The municipality could not provide supporting documentation for R8.8 million in 
respect of the town development suspense account. 

4.16 Appropriations account 

Unexplained differences existed amounting to R5.6 million in respect of the prior 
year adjustment. 

4.17 Accounting records 

The municipality's computer systems crashed twice during the current year. As 
the municipality did not make regular backups in the financial year, they ended 



Comment [S17]: Prior year adjustments 
should not be in the cash flow. 


Comment [S18]: Can the auditee not 
correct this? 


Comment [S19]: What were the 
journals for? 
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up losing all their data. This resulted in material differences between the general 
ledger and annual financial statements as reported in the preceding paragraphs. 

The municipality's records did not permit the application of alternative auditing 
procedures regarding any of the above-mentioned items. Consequently I did not 
obtain all the information and explanations I considered necessary to establish 
the validity, accuracy and completeness of the account balances. 

The cause of the above shortcomings stem from the severe capacity constraints 
and competency and skills shortage in the finance component of the municipality. 
Performance reviews are not done, physical control is lacking and segregation of 
duties is not applied in most instances. Furthermore, no reconciliations or 
reviews of information/exceptions were done. 


5. ADVERSE AUDIT OPINION 


Comment [S20]: I did not see any such 
matter being reported. 


Comment [S21]: This has been said for 
each item. Consider removing this 
paragraph. 


Comment [S22]: This relates to 
staff???? 

( Comment [523]: OVER????? ) 

Comment [S24]: Although I believe it 
could be acceptable to include the root 
cause in this manner, I think this paragraph 
needs to be reworded. 


In my opinion, because of the significance of the matters discussed in the 
preceding paragraph and its effect on the financial statements, the financial 
statements do not present fairly, in all material respects, the financial portion of 
the Ditsobotla Local Municipality at 30 June 2006 and the results of its operations 
and cash flows for the year then ended, in accordance with the basis of 
accounting determined by National Treasury of South Africa, as described in note 
1 of the accounting policies to the financial statements and in the manner 
required by section 55(l)(c) of the Municipal Finance Management Act (Act No. 
56 of 2003). 


6. EMPHASIS OF MATTER 


Without further qualifying the audit opinion, attention is drawn to the following 
matters: 


6.1 Budget process 

The municipality could not submit supporting documentation and working papers 
regarding R92 million for income and R86 million for expenditure respectively. 


Comment [S25]: Not sure that this a 
qualification, would there documentation? 


6.2 Going-concern 

The council's financial statements have been prepared on the going concern 
basis, which assumes that it will be able to meet its future obligations and 
commitments in the ordinary course of business. Accordingly, these financial 
statements do not include any adjustments relating to the valuation of assets and 
the classification of liabilities, which may be necessary if the council is unable to 
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continue as a going concern. The continuation of the council therefore depends 
on government 

6.3 Insufficient policies 

The council did not have the following policies in place in order to manage its 
affairs in an effective, efficient and economical manner: 

• Asset management policy 

• Budget policy 

• Back-up policy 

• Bad-debts provision policy 

• Debt collection policy 

• Preferential Procurement Policy 

• Policy on tariffs. 

• Overtime and Leave policy 

6.4 Weaknesses in internal control 

The following weaknesses in internal control were identified: 

6.4.1 Segregation of duties did not exist as certain employees initiated, 
approved as well as processed a transaction. 

6.4.2 No formal risk assessment had been conducted. 

6.4.3 The municipality did not have a fraud prevention plan. 

6.4.4 Control policies and management of leave records were lacking. 

6.4.5 Revenue exceptions reports were not reviewed. 

6.4.6 Not all the bank reconciliations were performed and reviewed by a senior 
official. 

6.4.7 There was insufficient control of the usage of pool vehicles. 

6.4.8 Late submission of the financial statements. 

6.4.9 No control over leave. 


6.5 Subsequent events 

The Director of Finance was suspended after year-end. A forensic investigation is 
currently being conducted, however no report has been issued. 
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7. 


APPRECIATION 


The assistance rendered by the staff of Ditsobotla Local Municipality during the 
audit is sincerely appreciated. 



DL Zondo for Auditor General 
Pretoria 

8 December 2006 



AUDITOR-GENERAL 
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